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All values in million US$ 
converted at present exchange 
rate for comparability 


Exchange rate as of June 19, 1972 
US$1.21 = NZ$1.00 


KEY ECONOMIC INDICATORS 
. E 
D % 
A B c % Rate Of 
INCOME , PRODUCTION, EMPLOYMENT 1970 1971 1972 Change Growth 
GNP at Current Prices (Mar.Yr.) 3756 (9) 6573 7502‘) +14.0 +14.1 
GNP at Constant Prices (Mar.Yr.) 3948 4105.5 N/A q) - + 3.98 
Per Capita GNP, Current Prices (Mar.Yr.) 2056 2347.4 2601.4 +10.8 +12.5 
Indices: 
Industrial Production (3) (3) (4) 
(1954-55=1000) (Mar.Yr.) 2358 2442 2478 + 1.4 + 2.0 
Average Labor Productivity (3) (3) (4) 
(1954-55=1000) (Mar.Yr.) 1319 1328 1328 +69 + 7 
Average Weekly Wage Rate 
(1965=1000) (Mar.Yr.) 1300 1535 N/A ~ +18.1 
Personal Income (Mar.Yr.) 4756.5 5504.3 N/A ~ +15.7 
Labor Force (000's) (Mar.Yr.) 1090.7 1112 N/A - + 1.95 
Average Unemployment Rate (000's) 
(Mar.Yr.) 1,33 88 4.7 
MONEY AND PRICES 
Money Supply (Mar.Yr.) 924.6 970.6 1093.8°4) 412.7 +8.5 
Public Debt Outstanding (Mar.Yr.) 3481.1 3638.2 3855.6 + 5.9 + 5.2 
External Debt (Mar.Yr.) 636.2 697.4 790.7 +13.4 +11.5 
Domestic Debt (Mar.Yr.) 2845 2940.8 3064.9 (4) + 4.2 + 3.8 
External Debt Service Ratio # 27 2.8 a 
Comm'1 Bank Interest Rate (Mar.) 6.0 6.0 6.0 No Change No Change 
Indices: 
Retail Sales (Mar. 1958=1000) (Mar.Yr.) 2008 2212 N/A - +10.2 
Wholesale Prices (1958=1000) (Mar.Yr.) 1289 1389 1523 + 9.6 + 8.5 
Consumer Price (1965=1000) (Mar.Yr.) 1232 1359 1474 + 8.5 + 9.4 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 
(Mar.Yr.) 402.6 450.8 762.2 +69.1 +40.5 
Balance of Payments (Current Account Bal) 
(April Yr.) Ser, 79.7 Det. 5O Sur. 137.9 
Balance of Trade (April Yr.) Sur. 326.4 186.1 358.8 
Exports, FOB (Mar.Yr.) 1295.9 1276.4 N/A - a 
U.S. Share (Mar.Yr.) 208.1 207.1 N/A - - 5 
Imports CDV (Mar.Yr.) 1043.5 1314.2 N/A - +25.9 
U.S. Share (Mar.Yr.) 124.9 174.7 N/A ~ +39.9 


MAIN IMPORTS FROM U.S. (Six months ended December 31, 1971 latest date available) Organic 
chemicals $4.2 million; Power generating machinery (not electrical) $4.2 million; Agricultural 
machinery and implements $2.6 million; Printed matter $2.5 million; Tobacco (manufactured) 
$2.4 million. 


(1) Forecast; (2) Revised; (3) Provisional; (4) Estimate; # Does not include amortization. 


SOURCES: Quarterly Predictions; Monthly Abstract of Statistics; Public Accounts; 
Reserve Bank Bulletin; Overseas Exchange Transactions. 
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SUMMARY 


New Zealand is coming out of its bout of stagflation. 

The wage-price spiral is slowing down, and the Government's 
program of direct controls should slow it further. The 
economy also seems to be bottoming out of its mild recession, 
and while business is still sluggish a recovery is forecast. 


Thanks to buoyant export prices, the balance of payments is 
comfortably in surplus. It should stay sound despite the 
drop in earnings from butter and cheese when Britain enters 
the EEC next January. 


Prospects for U.S. exports to New Zealand are looking up. 
The expected business revival should lead to more orders 
for American capital equipment, and the new Import 
Licensing Schedule presents some opportunities to American 
exporters. However, the Government's policy of dismantling 
import licensing has created a protectionist backlash, and 
the opposition Labour Party has promised to halt further 
liberalization if it wins the election in November. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Stagflation Ending 


New Zealand has been passing through a period of stag- 
flation -- slow growth and rapidly rising prices. For 

the year ended March 1972, GNP rose 14% to NZ$6200 million -- 
but this was made up of a 13% increase in overall prices 

and only 1% real growth.* 


The slow growth of production has been partly the result of 
the Government's efforts since mid-1970 to restrain infla- 
tion by restrictive fiscal and monetary policies. As demand 
slowed, these measures have been eased somewhat and greater 
emphasis in fighting inflation has been placed on direct 
controls of prices and incomes, culminating in March 1972 
in a broad wage-price stabilization scheme. At the same 
time, as a mild recession developed the Government began to 
take action to increase expenditure and output, including 
subsidies to farmers, tax relief to companies and increases 
in social security benefits. 


The situation has now begun to improve. Wage and price 
indicators are showing declining rates of increase. Indi- 
cations of recovery are less firm, but the economy while 
still sluggish seems to have passed the trough of the 
recession. It should be further stimulated by the budget, 
which Government leaders have promised will be an expansion- 
ary one. The forecast for the year ending March 1973 is 

for GNP growth of 84%, composed of 3% real growth and 5% 
price inflation. 


Inflation and Government Controls 


The consumer price index peaked with a rise of 11.1% for 

the year ended September 1971. The index of wage rates 
peaked earlier with an annual increase of 26.5%. Both 
indices have since begun to subside -- wage rates sharply, 
consumer prices with discouraging slowness. The wage earner 


* Estimates and forecasts in the narrative are based on 
publications of the New Zealand Institute for Economic 
Research and the Monetary and Economic Council. 








has kept ahead of inflation, but steeply progressive tax 
rates have kept him from getting too far ahead. During 
1971 the increase in real disposable income for a middle- 
bracket wage-earner was only 2 or 3 per cent. 


The Government at first experimented with mild controls 

and waited until early 1972 to clamp down hard on the 
wage-price spiral. Newly appointed Prime Minister Marshall 
announced a wage-price freeze in February, and in March 
followed it with a sweeping program of price and income 
stabilization measures. Wage increases can now only be 
granted under exceptional circumstances; however, there is 
to be a general cost-of-living increase next October. A wide 
range of goods and services (Category A) were placed under 
direct price control, requiring consent to increases before 
the change is made. Almost all other goods and services 
(Category B) are now subject to the requirement that their 
prices can be increased only if the costs of producing or 
supplying them increase. Large enterprises are required to 
notify the Government of Category B price increases each 
quarter; smaller businesses are spot checked or investigated 
on complaint by the public. A few goods and services are 
exempt from control. The most important of these are rents, 
livestock, meat, fruits and vegetables and second-hand goods. 


Wage Earners and Farmers Prosper, But Business Suffers 


Total wage and sakry payments increased by about 15% during 
the year ended March 1972. This was less than forecast, 
reflecting the dramatic slowdown in wage-rate increases 
late in 1971. 


Thanks to soaring overseas prices for their principal exports, 
New Zealand's farmers did much better than expected. Their 
incomes increased by 184%, plus a considerable sum retained 
by the dairy companies which will be paid out next year to 
cushion the drop in butter and cheese export receipts when 
Britain enters the EEC. 


Entrepreneurial incomes did not fare as well as the other 
sectors. Total company income was up by only 7% in 1971-72, 
not enough to keep pace with inflation. The expected recovery 
should lift it by 11% during 1972-73. 





Consumers Spending Less, Saving More 


Personal consumption increased about 10% during 1971-72. 
Since total private disposable income (in current dollars) 
was up 13%, this implies a fairly sharp lift in savings. 
This trend may be checked by the budget, since expected 
increases in social security benefits and reductions in 
individual tax rates ought to stimulate consumption more 
than savings. Also, a general economic recovery should 
boost consumer confidence. 


Investment Still Down, But Indicators Point Up 


Private capital formation grew only 5% in 1971-72. It is 
still down, but forward indicators suggest that the slump 
in private investment is ending. Issuance of building 
permits for private dwellings has been rising steadily 

for five months. During the first quarter of 1972, plant 
and equipment orders placed overseas also showed a firm 
recovery. Another sign of renewed business confidence is 
the stock market, which emerged from the doldrums in May 
and has risen to its highest level since 1970. A 10% rise 
in investment spending is foreseen in 1972-73. 


An Expansionary Budget Expected 


Government leaders have reiterated that the budget, to be 
presented in late June, will be an expansionary one designed 
to stimulate the economy. Most observers expect its key 
features to include cuts in individual tax rates and increases 
in social security benefits (recommended by a recent Royal 
Commission), plus some tax relief for business. Public 
expenditures are likely to increase by about 12%, outrunning 
revenues and leaving a bigger but still moderate deficit 

of NZ$100 million or more. 


Unemployment An Issue 


The recession has been accompanied by a rise in registered 
unemployment to over 5000 persons -- tiny by international 
standards but big enough to be a political issue in New 
Zealand. Indications are that this will increase by another 
thousand or so for seasonal reasons, and then decline as 
business picks up, without reaching the 8000 peak of the 
1968 recession. Labor unrest has abated. 








Balance Of Payments In Excellent Shape 


During the year ended March 1972, according to Reserve Bank 
figures, export receipts rose by 14.4% to a record NZ$1332.5 
million. These receipts offset by a wide margin moderately 
higher import payments and a reduced deficit on invisibles 

to give a current account surplus of NZ$95.0 million, compared 
with a deficit of NZ$38.9 million for the previous year. 


All major exports registered increases, the most notable 
being dairy products, meat, wool and manufactured exports. 
Import payments rose to NZ$1053.7 million, an increase of 
4.4% over the previous year. This was less than the increase 
in import prices, so that the volume of imports actually 

fell -- a reflection of the general slackness in the domestic 
economy. 


The capital account was also in surplus, and official overseas 
reserves increased during the year by NZ$256.4 million to 
NZ$629.0 million. 


Butter and cheese prices in Britain have begun to retreat 
from recent record levels, and lower prices will come into 
effect January 1, 1973, with the beginning of the transitional 
arrangements for EEC entry. However, diversification of New 
Zealand's dairy exports into other products and markets is 
proceeding -- for example, contracts have been signed for 
substantial sales of milk powder to Chile am Peru -- and 

the dairy industry as a whole should be able to maintain 

its export revenues. Wool prices have risen nearly 25% 

since early 1972 and no decline is foreseen in the near 
future. Lamb prices in Britain have recovered nicely, and 
beef prices in the U.S. remain high. Overall, exports should 
increase by around 6% in the year ending June 1973, while 
imports may rise as much as 13%, depending on the strength 

of the upturn in the domestic economy. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Balance Shifts Further In New Zealand's Favor 


According to Reserve Bank statistics for calendar 1971, New 
Zealand's exports to the United States amounted to NZ$234.6 
million, up 11.5% from the previous year. Imports from the 
United States were only NZ$105.6 million, a sharp drop of 
14%. On invisibles, New Zealand had a net deficit of 





NZ$12.5 million with the U.S. This left it with a favorable 
bilateral balance on current account of NZ$116.4 million -- 
by far its biggest surplus with any country. 


The decline in imports from the U.S. can be largely attributed 
to temporary factors such as the U.S. dock strikes and the 
investment slump in New Zealand, which curtailed imports of 
U.S. machinery and equipment. Also, the 1971 figures do not 
reflect payments for recent Government purchases of U.S. jet 
aircraft and diesel electric locomotives. Preliminary figures 
for the first quarter of 1972 indicate that imports from the 
U.S. are picking up again. 


Beef Exports to U.S. Booming 


New Zealand's second-biggest customer, the U.S. took 18.4% 
of its exports in 1971, about the same share as in 1970. 
Meat exports to the U.S., primarily beef, showed vigorous 
growth to a record NZ$140.4 million. (Because shipping was 
carefully planned, these exports were unaffected by the U.S. 
dock strikes.) There was more good news for New Zealand in 
the announcement that its 1972 allocation under the U.S. 
voluntary restraint program for beef imports would be 
increased by 7.2%. 


U.S. Share Of New Zealand Market Slips 


Because of the decline in U.S. exports to New Zealand, the 
U.S. share of the New Zealand market slipped -- from 12.5% 
in 1970 to 10.0% in 1971. The slack was mostly taken up 
by the U.K. and Japan, which increased their shares by one 
per cent each -- to 44.8% and 8.5% respectively. But the 
U.S. easily retained its position as New Zealam's third 
biggest supplier, after the U.K. and Australia. 


New Import Licensing Schedule Presents Opportunities 
for U.S. Exports 


The 1972-73 Import Licensing Schedule, effective July l, 
generally increases license allocations to a modest 10% 
above 1971-72 levels. But bigger increases of 25% or more 
are allowed on a substantial number of items, and another 
group has been exempted from licensing control altogether. 
When the new exemptions are implemented, less than 30% of 
New Zealand's imports will be subject to licensing. 
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Export opportunities for American companies arise from the 

new schedule in several ways. Importers of goods for which 
entitlements have been substantially increased may seek new 
suppliers. Greater provision for "token licenses" and for 

new importers should increase interest in American sources. 
A liberal policy will be continued to meet requirements for 
capital equipment not made in New Zealand. 


Finaily, the newly exempted items include a number of 
interest to U.S. exporters. Among these are photocopying 
apparatus, rubber tires of sizes not made in New Zealand, 
air compressors, escalators, plastic molding presses, 
machinery for repairing and making footwear, machinery for 
processing tobacco, machinery for aerating beverages, 
bottle-washing machines, nylon in powder and bulk form, 
and fresh fruit. 


Protectionist Sentiment Grows 


The new Import Licensing Schedule was greetedwith renewed 
complaints from manufacturers who fear their domestic 
markets will be lost to cheap imports. With support from 
the labor movement, they claim that import liberalization 
over the past year has contributed to the business recession 
and unemployment. In the face of strong protectionist 
resistance, the Government is making haste slowly with its 
policy of replacing remaining import licensing restrictions 
with tariff protection within the next five years. The 
Tariff and Development Board has just begun hearings on 

a list of several hundred items proposed for delicensing. 
What levels of tariff protection the Board will consider 
adequate is not yet clear, and the hearings are likely to be 
protracted. The Opposition Labour Party has promised that, 
if it wins the general election next November, it will halt 
the dismantling of import licensing. 


Opportunities For U.S. Exports And Investment Improving 


New Zealand should continue to provide a good market for exports 
of U.S. raw materials and capital equipment, especially modern 
labor-saving devices and industrial machinery. Timber working 
machinery and pollution control devices are examples of products 
with especially good potential. The expected business recovery 
should bring renewed investment in capital equipment and more 
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orders from the U.S. The realignment of exchange rates 
earlier this year (the New Zealand dollar retained its 

parity with gold and sterling) should help to make U.S. 

goods more price-competitive in the New Zealand market. 
Further enhancing U.S export prospects, three New Zealand 
financial institutions have recently announced that they 

will participate in the U.S. Export-Import Bank's Cooperative 
Financing Facility program. 


Steady diversification of the economy is also creating 
investment opportunities. Considerable investment is now 
taking place in tourist hotels. Other promising fields 

for U.S. investment exist in the processing of New Zealand 

raw materials, such as timber and hides and skins. Especially 
in timber we can expect competition from Japan. The invest- 
ment picture has been brightened by the recent arrival in 

New Zealand of five U.S. banks in partnership with New 
Zealand financial institutions, to assist in raising 

capital for investment projects. 
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